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JOHN A. WESTBERG* and
JOSEPH L. BRAND**

The New Iranian Joint
Stock Company: 1969 Amendments
to the Commercial Code

What amounts to an almost entirely new company law with security
regulation elements in it went into effect in Iran in March of 1969. The new
law consists of three hundred articles and twenty-eight notes and was
specifically designed to provide the legislative base needed for development of a capital market in Iran. It had long been recognized that the
provisions of the old Commercial Code of 1932 pertaining to joint stock
companies (which is the name given to corporations in Iran) were not
sufficient for the regulation of modern business enterprises. The drafters of
the amendments thus singled out and attempted to cover the omissions and
weaknesses in the old law. Although the amendments are new, and it will
be some time before the full extent of their effect on corporate practice in
Iran will be known, they are a definite improvement over the old provisions
of the Commercial Code.
In general, the new law does four basic things. First, it provides for two
types of corporations: public corporations and private corporations, the
former being called "public joint stock companies" and the latter "private
joint stock companies." The main difference between the two is that public
companies may raise funds by offering stock and debentures for sale to the
public, while private companies are forbidden so to offer their securities.
(Article 21).1 A number of procedural differences flow from this with the
*LL.B., Virginia (1959), B.A., William & Mary (1955); member of the Bars of New
York and the District of Columbia.
**J.D., George Washington (1963), M.A., Ohio State (1959); A.B., Michigan (1958)
member of the Bars of Ohio and the District of Columbia.
'Unless otherwise indicated, all references in this article to statutory provisions are to
sections of the amendments to the Commercial Code of Iran which became effective in March
of 1969. Although the amendments were enacted in the form of a separate statute with the
new Articles numbered consecutively from I through 300, the authorizing legislation did not
give therfi a separate name, and they remain for reference purposes a part of the old
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requirements applicable to the public company being generally more burdensome.
Secondly, the new law provides a comprehensive scheme of requirements concerning finance and the public sale of stock, including rather
precise specifications with respect to the required documentation. Thirdly,
more definite and comprehensive provisions concerning management have
been written into the law, and these include the specific delegation of
management responsibility to a board of directors, and procedural requirements designed to protect the rights of minority shareholders. Finally,
there are copious penal provisions Which subject the managers of a corporate enterprise to penalties, including imprisonment, in the event they fail
to comply with the law or are found guilty of malfeasance.
Public Companies and Private Companies
The new law defines the joint stock company as a company whose
capital is divided into shares, and the liability of whose shareholders is
limited to the par value of their shares (Article 1). The public joint stock
company (Sherkat Sahami Am) is defined as a joint stock company which
obtains part of its capital by offering shares to the public, and the private
joint stock company (Sherkat Sahami Khas) as one whose initial capital is
secured entirely by its founding members (Articles 4 and 169). In addition
to this fundamental distinction, the following principal differences are provided for in the new law;
(a) A private company may be formed with a minimum of Rials one
million ($13,333)2 while the public company must start with a min-

imum capital of Rials five million ($66,666) (Article 5).
(b) The founding members of a public company are required to subscribe at least 20 per cent of the initial capital and to pay in at least
35 per cent of the subscription (Article 6), while the founding members of a private company must secure subscriptions to 100 per cent
of the capital, and pay-in a minimum of 35 per cent of the cash
capital and 100 per cent of the non-cash capital (Article 20).
(c) The public company is subject to a lengthy list of formal require-

Commercial Code of which they supersede Articles 21 through 93. For the content of the
amendments, the authors have relied on various English translations of the official Iranian
version, and their analysis is thus subject to the risks of inevitable error when working with
translations. It is believed, however, that these risks have been minimized by having drafts of
the manuscript thoroughly and repeatedly reviewed by an Iranian lawyer associate, Mahmoud
Katirai,
Esq., of Teheran, to whom the authors are gratefully indebted.
2
All of the converted U.S. dollar figures used in this article are approximations of their
Rial equivalents, calculated on the basis of $ 1.00 = RIs 75.
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(d)

(e)

(f)

(g)

(h)

(i)

(j)

ments regarding formation of the company, the raising of capital,
and the conduct of general meetings (see Articles 6-19 and 72-106).
The private company is permitted to organize and operate with
somewhat greater flexibility (see Articles 20 and 82).
The board of directors of a public company must consist of a
minimum of five directors (Article 107), while no minimum is prescribed for private companies.
Directors of a private company are permitted a bonus of 10 per cent
of dividends while directors of a public company may be voted a
bonus of only 5 per cent of dividends (Article 241).
Inspectors of a public company eventually may have to be selected
from a list which is to be prepared by the Ministry of Economy
(Article 144) while private companies will apparently not be
affected.
When a public company is organized, a founders' meeting is required at which a number of formalities must be observed (Articles
73-81). This meeting is not required for the founders of private
companies (Article 82; but see Article 20(3)).
The annual financial reports of public companies must be certified
by officially recognized accountants (Article 242). This requirement
is apparently not applicable to private companies.
The public company is limited in the maximum nominal value which
it may assign to each share of stock to Rials 10,000 ($133) (Article
29). The private company is not so limited.
Each time the public company wishes to raise capital, it is required
to prepare and file a prospectus with the office of the Registrar of
Companies (see Articles 6 and 173). The procedure for raising
capital for a private company requires only the submission to the
Registrar of a resolution and a declaration (see Articles 20, 169 and
185).

Formation
A public company is formed when its Articles of Association have been
approved by the shareholders at a meeting, and filed with the office of the
Registrar of Companies together with a minute showing the election of
directors and inspectors and their signed acceptances of their positions
(Article 18). A minimum of three shareholders is required (Article 3). The
public company's promoters, who must subscribe to at least 20 per cent of
the company's stock, begin the process of incorporation by submitting to
the office of the Registrar in Teheran draft Articles, a draft prospectus, and
a declaration (Article 6) which must state the:
InternationalLawyer, Vol. 4, No. 5
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(a)
(b)
(c)
(d)
(e)

name of the company;
identity and domicile of promoters;
objectives of the company;
capitalization, including identifying separately stock paid in kind;
number of registered and bearer shares together with their par value
and the number of preferred shares together with a description of the
rights of preferred shareholders;
(f) contributions, cash and kind, of the promoters;
(g) principal office; and
(h) duration (Article 7).
The draft Articles of Association must include the same information plus:
(a) details on capitalization, including number and amounts of individual
subscriptions by class, method of transfer and conversion of shares,
manner of increase and decrease in capitalization, and conditions of
debentures, if any;
(b) provisions for: (i) regulation of meetings and voting; (ii) electing
directors and inspectors; (iii) amending the Articles of Association;
and (iv) dissolution;
(c) election of fiscal year; and
(d) designation of branch offices, if any (Article 8).
In short, the sort of information commonly found in both the articles of
incorporation and by-laws of a corporation in the United States must be
submitted. Much of this same information is required to be repeated in the
draft prospectus, which, since it is an offering document, must also contain:
(a) a description of: (i) the identities, occupations, and backgrounds of
the promoters; (ii) the privileges, if any, allotted to them; (iii) the
portion of share capital to which they have subscribed, including the
amount they have paid-in; and (iv) the expenses they have incurred
on the company's behalf;
(b) disclosure of governmental or administrative permissions, if any,
needed in the company's business;
(c) closing details, such as: (i) a statement of the minimum number of
shares which must be subscribed by each prospective shareholder
and the amount of cash which he must pay in at the time of subscription; (ii) the manner of allotting shares to new shareholders; and (iii)
particulars of the bank account in which subscriptions are to be
deposited; and
(d) an indication that the promoters' declaration and draft Articles of
Association have been filed with the office of the Registrar and are
available for inspection (Article 9).
After reviewing and approving the declaration, draft Articles-which
must be signed and dated by the promoters-and required attachments, the
International Lawyer, Vol. 4, No. 5
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office of the Registrar will permit publication of the prospectus (Article 10).
The promoters must publish the prospectus in the press, and display copies
in the bank with which prospective shareholders are asked to make contact
for the purpose of subscribing to stock, signing the necessary application
form, and making their initial payments (Articles 1I and 12).
The application form, a subscription agreement to be executed in duplicate by the prospective shareholder, and dated, must contain the following
information:
(a) name, corporate objectives, duration and location of principal office;
(b) share (authorized) capital;
(c) number and date of issue of the prospectus and the name of the
authority issuing it;
(d) number of shares to which the prospective shareholder wishes to
subscribe, and a statement of their par value and amount required to
be paid in cash at the time of subsciption;
(e) name of the bank and number of the account in which subscription
payments are to be deposited;
() the full name and address of the prospective shareholder and his
statement that he undertakes to pay the remaining balance on the
subscription in accordance with the terms of the Articles of Association of the company (Article 13).
At the end of the period specified in the prospectus for the receipt of
applications, the promoters must, within not less than a month, review the
applications, and on satisfying themselves that the total capital of the
company has been subscribed, at least 35 per cent of which has been paid
in, they are to allot the shares of the prospective shareholders and then call
the statutory meeting (Article 16), at which time those shareholders
present are to review the Articles, elect the first directors and inspectors,
and designate a newspaper for company notices (Article 17). Once approved, the Articles must be submitted to the office of the Registrar,
together with a minute of the meeting at which they were approved (Article
18).
A private company is formed when the following documents have been
filed with the office of the Registrar of Companies: A draft of the Articles
of Association, signed by all shareholders; a statement that the shares have
been subscribed together with a bank's certification that 35 per cent of the
share capital has been paid in; a minute, signed by all shareholders, electing
the directors and inspectors; statements of directors and inspectors accepting their offices; and a statement naming a newspaper in which notices of
the company will be published (Article 20). As with the public company,
there must be a minimum of three shareholders (Article 3).
International Lawyer, Vol. 4, No. 5-
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Capitalization and Finance
The new law contains extensive provisions regarding the form and
substance of equity and debt securities. Both public and private companies
may issue common or preferred stock, registered or bearer (Articles
24-42), payment for which by the promoters may be in cash or in kind
(Articles 34 and 76-79). Public companies may issue debentures (Articles
51-71). Capital may be increased by subsequent offerings (Articles
158- 184), or by capitalizing matured obligations (Articles 186- 187), or by
raising the value of existing shares (Articles 157 and 189). Shareholders
have assignable pre-emptive rights (Article 165).
Common and PreferredShares
Share certificates may be either bearer or registered, but in either case
are negotiable instruments representing the number of shares ("portions of
capital") which their holders own in the joint stock company (Article 24).
The certificates must be uniform, printed and numbered in series, signed by
at least two persons empowered by the Articles of Association to sign
(Article 25), and must contain the following information: (i) name of the
issuing company and its registration number; (ii) registered share capital of
the company and amount paid in; (iii) the type of share; (iv) the par value;
and (v) the number of shares represented by the certificate (Article 26).
Each share must state a par value which in the case of public companies
may not exceed Rials 10,000 ($133.33) (Article 29). Although shareholders
are liable for full payment of the par value, a portion may be paid at the
time of subscription, with the balance on call through newspaper publication by the company (Articles 34-35). Until the full par is paid, however,
only registered shares (i.e., those registered on the company's share register in the name of the holder) may be issued (Articles 30 and 40). Shares
may be converted from bearer to registered, or vice versa, after published
notice has been given, and the office of the Registrar of Companies has
been notified (Articles 43- 50).
Promoters' payment for stock may be in kind, in which case they are
required, before calling the first (statutory) meeting of shareholders, to
have their contributions appraised by a licensed appraiser of the Ministry
of Justice and accepted by the shareholders at the meeting (Articles
76-81).
The law permits the creation of preferred shares, but does not provide
for their regulation except to state that the privileges of the preferred
holders must be established in the Articles of Association, any change in
which privileges must be approved by a simple majority of the holders of
such shares (Article 42).
International Lawyer, Vol. 4, No. 5
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Debentures

Public-but not private-companies may issue debentures (Article 51),
defined by the new law as a "negotiable instrument which represents the
amount of a loan at a fixed rate of interest which, wholly or pro tanto, will
be payable at a fixed time or by installments" (Article 52). The company's
authority to issue debentures must be either stated in the Articles of
Association, or thereafter given by the shareholders voting at an extraordinary general meeting (Article 56). Debentures may not be issued unless
the company has been in business for two years and its share capital has
been fully paid in, and until the office of the Registrar of Companies has
received and registered the shareholders' resolution empowering the directors to issue debentures together with a declaration, both to be published in
the Official Gazette (Articles 55 and 57).
The debenture centificate must provide the following information:
(a) the name, registration number and date, address, share capital, and
duration of the company;
(b) the nominal value, serial number, and date of the issue of debentures;
(c) date and terms of repayment and terms of redemption, if any;
(d) a description of the securities, if any, set aside for the debentures;
and
(e), if convertible, conversion terms including the identity of the "underwriter" (see below) (Article 59).
Debentures may be convertible into registered (not bearer) shares of the
issuing company (Articles 61, 67 and 69) according to the terms and
conditions specified in the debenture certificate (Artible 64). The issuing
company is required, at the time it approves the conversion feature, to
increase its share capital by an amount not less than the total amount of the
debentures (Article 61), which increase must be underwritten by a bank,
banks, or other financial institutions (Article 62). The company's shareholders do not have pre-emptive rights to this stock (Article 63).
Increases in Capital

Following initial capitalization, capital may be increased either by raising
the par value of the existing shares (Article 157), or by issuing new shares
to which subscriptions may be entered by cash payment, by converting
matured claims of creditors, by capitalizing undistributed profits or share
premiums, or by converting debentures (Article 158). New shares may be
issued at par or at a premium, in which case the premium may be paid to
the company's reserve fund or distributed among the original shareholders
(Article 160).
InternationalLawyer, Vol. 4, No. 5
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Authority to increase capitalization must come from the shareholders'
vote at an extraordinary general meeting; blanket authority cannot be given
in the Articles of Association to the directors (Articles 161 and 164), and
each authorized increase requires an amendment to the Articles of Association (Article 163).
For the public company, the procedure involved in raising new capital is
similar to that involved in original stock issuance. Following the securing
of a favorable shareholders' vote, the public company is required to publish
a notice, in the company's designated newspaper, announcing the proposed
increase in capital and stating the par value, premium (if any), number of
shares subject to pre-emptive rights, grace period granted for allotment,
manner of payment (Articles 169 and 170). Subscription "certificates"
(agreements) must be prepared and mailed to registered shareholdersnewspaper notice advises bearer shareholders where they may obtain their
certificates-so that they may exercise their pre-emptive rights (Article
170). This certificate is substantively the same as the application form
required for the initial stock subscription, the major difference being that
the certificate must state the amount of the increase in capitalization and
the number of shares subject to pre-emptive rights (Article 171).
The shares remaining to be subscribed after the exercise of pre-emptive
rights must be sold pursuant to a prospectus, signed by authorized company officers, and approved by the office of the Registrar. This prospectus
must disclose facts pertaining to the company (name, registration date and
number, address, duration); its present capitalization (share capital, preferred stock and debentures, if any); the proposed increase (amount, par
value, number of shares subscribed by the exercise of pre-emptive rights,
beginning and closing dates for the offering, minimum number of shares
which may be subscribed, and name of the depository bank); management
(identity of the directors); Articles of Association (requirements for attendance and voting, provisions for distribution of profits and accumulation of
reserves); and financial status (liabilities, liabilities of third parties guaranteeded by the company, latest balance sheet and profit-and-loss statement)
(Article 174). After the Registrar's approval, the prospectus must be published in two newspapers of wide circulation, and displayed prominently in
the place where the subscription is to take place, generally a bank (Article
177). Subscribers are required to execute a subscription form which identifies the company, the proposed financing, the shares subscribed, and the
name and address of the subscriber (Article 179). Thereafter, the board of
directors must review the share subscriptions and allot shares to the subscribers (Article 181).
The private company may increase its capital by the less cumbersome
International Lawyer, Vol. 4, No. 5
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procedure of publishing the shareholders' decision and the notice of increase in capitalization. The form for this notice is the same as the notice
the public company must publish (Article 169). Following the subscription,
the private company can close out its offering by filing with the office of the
Registrar a minute of the extraordinary general meeting at which the
authorizing resolution was passed, a copy of the newspaper notice, the
directors' signed statement that all new shares have been subscribed, and,
if any portion of the subscription has been in kind, a copy of the minute of
the extraordinary general meeting at which the contributions were approved (Article 183).
If the increase in capital is by way of capitalizing matured cash liabilities
of the company, new shares will be issued to creditors who have signed
subscription forms substantively the same as the form required of regular
shareholders (Articles 179, 185 and 186). Thereafter, the company must
file with the Registrar a complete statement of the converted matured cash
liabilities, with supporting documentation, and a minute of the extraordinary general meeting and directors' declaration stating that the entire
shares were subscribed, and that value therefor was received (Article 187).
When the increase is effected by raising the par value of existing shares,
unanimous shareholder approval is required (Article 159). The total
amount of the increase must be paid in in cash or offset against shareholders' obligations (Article 188).
Management- Board of Directors
The old provisions of the Commercial Code pertaining to joint stock
companies said very little about management. The new law repairs this
failing by expressly providing that management shall be the responsibility
of a board of directors (Articles 107 and 118), and specifying certain
fundamental requirements concerning the functions and operations of the
board, and of the managing director who is the legally designated representative of the company (Article 125). With at least two basic exceptions, the
provisions of the new law (Articles 107 through 143) in effect codify much
of the corporate practice concerning directors which has been developed in
the United States. One exception is that directors are made liable to
dismissal by the shareholders (Article 107). The second exception is that
the board is not given the authority to determine when dividends will be
declared; this important power has been reserved to the shareholders
(Article 240).
Among other relevant provisions concerning directors are the following:
(a) directors must be elected from among the shareholders (Article
107);
International Lawyer, Vol. 4, No. 5
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(b) notwithstanding the vulnerability of directors to dismissal by the
shareholders, a "term of office" is authorized, and although this is
limited by the statute to a maximum of two years, it is also provided
that directors may be re-elected (Article 109);
(c) corporate entities may be elected as directors (Article 110);
(d) alternate directors are authorized but are not mandatory (see Article
112);
(e) vacancies in the board of a public company, which results in the
board having less than the required five members, must be filled by
the shareholders (Article 112). Whether vacancies otherwise may be
filled by the directors is not covered by the law;
(f) directors are required to deposit shares with the company as security
for any damages which may result to the company from directors'
actions (Article 114);
(g) election, by the board, of a chariman and vice chariman of the board
is mandatory (Article 119); and
(h) directors as such may not be paid by the company except reasonable
fees for attending meetings, and a "bonus" voted by the shareholders out of company profits (Articles 134 and 241). Directors
may serve as officers or employees of the company, however, and be
compensated in such capacities (see Article 134).
While the general management of the company is entrusted to the board
which is subject to the will of the shareholders, the law requires that a
managing director be appointed and supervised by the board for the daily
operations of the company (Article 124). This person may or may not be a
member of the board, but it is expressly provided that he may not also be
the board chairman unless the shareholders meet and approve the arrangement by a three-fourths vote (Article 124). The managing director is legally
authorized to represent and sign papers on behalf of the company within
the scope of his authority as conferred by the board (Article 125).
Shareholders' Rights
Since its principal purpose was to provide the basis for greater confidence in the joint stock company as a vehicle for private investment, the
new law as a whole generally clarifies and expands the legal rights of
shareholders over what the old law provided. While many of the new
provisions thus involve the interests of shareholders (and third parties
dealing with the company), the new law also clarifies the usual basic rights
of shareholders such as the right to annual meetings (Article 89), to participate in major company decisions (Article 83), and to receive financial
reports (Article 89).
International Lawyer, Vol. 4, No. 5
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Generally speaking, shareholders of joint stock companies should be
able to enjoy, under the new law, all of the basic rights enjoyed by
stockholders of U.S. corporations in the United States, with at least one
exception and a number of additional 'rights. The one exception is not
express, but may be inferred from two provisions of the new law, which
imply that all shareholders need not be accorded the right of attending and
voting at shareholders' meetings. The relevant provisions of the new law
are Articles 99 and 114, which contain authority for the exclusion of
minority shareholders from the annual meeting, and a requirement that
shareholders obtain passes to the annual meeting as a condition of admittance. This anomaly is a holdover from the old law (see Article 66 of the
Commercial Code of 1932). The additional rights include pre-emptive
rights (Article 166) and cumulative voting for directors (Article 88) which
are optional in most jurisdictions in the United States, but which have been
made mandatory in Iran.
One area of the law which has been clarified considerably is that which
deals with the holding of shareholders' meetings. The new law expressly
provides for three different types of shareholders' or "general meetings."
The first type is the statutory or "founders" meeting which is mandatory
only for the public company. The other two are the annual or "ordinary"
general meeting, and the "extraordinary" meeting. The relevant provisions
of each type of meeting are applicable to both public and private companies
(Article 73).
In addition to the difference in timing between these two types of general
meetings, with the ordinary meeting being required once a year (Article 89),
and the extraordinary meeting being held only on call (Articles 92 and 95),
the most important difference is the applicable voting requirements. Decisions at extraordinary meetings must be taken by a two-thirds vote (Article
85) while a majority vote is required at ordinary meetings (Article 88).
In addition to these three types of "general meetings," there are two
other species of meetings involving the shareholders which should be
noted. One is a "special meeting" which must be called whenever the
rights of the holders of preferred shares are to be altered, to enable these
shareholders to vote on the intended alteration (Article 93). For this
"special meeting," there is a quorum requirement of 50 per cent of the
preferred shares involved (Article 93). The other species of meeting is
commonly called an "extraordinary session of the ordinary general meeting," and may be called by the board of directors, inspectors, or holders of
20 per cent of the company's shares by stating the agenda in the notice of
call (Articles 92 and 95). This is simply an ordinary general meeting held at
other times during the year than the time for the annual meeting. It may be
International Lawyer, Vol. 4, No. 5
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called in cases in which some action requiring shareholder approval must
be taken, and the shareholders do not wish to wait for the annual meeting,
and the two-thirds vote requirement for the extraordinary general meeting
is not applicable.
The new law also deals with such matters as quorum requirements
(Articles 84 and 87), notice and calls (Articles 91, 92, 95, 96, 97, 98, 100),
the keeping of minutes (Article 105), and the conduct of meetings (Article
101). One unusual feature concerning calls of general meetings (apparently
both ordinary and extraordinary) is that they are required to be published
in a newspaper (Article 97). It is also provided, however, that all formalities concerning calls need not be complied with when all of the shareholders are present at the meeting (Note to Article 97).
Inspectors
The new law retains the requirement for a statutory auditor or "inspector." This is an individual or several individuals retained and paid by
the company (Article 155) to serve as a watchdog over shareholder and
third party interests. Whether a company elects one or more inspectors is
optional, but the election must take place at least once a year at the
ordinary general meeting (Article 144). An alternate inspector or inspectors, as the case may be, must be elected at the same time (Article
146). While certain categories of persons such as criminals, the directors
and their relatives, and persons doing business with the company are not
eligible for this post (Articles 147 and 156), no particular qualifications for
inspectors are prescribed in the law. The Ministry of Economy is to
prepare an "official list" of inspectors, however, and when this has been
done, public companies (but apparently not private companies) will be
required to elect their inspectors from this list (Article 144).
The functions of the inspector are both similar and supplementary to the
functions of the certified public accountant in the United States, although
the new law requires the use of independent public accountants (called
official or chartered accountants) by public companies (Article 242). Inspectors, who are bound or authorized to express a view on the directors'
annual report, must be satisfied that the rights of the shareholders have not
been violated (Article 148); make investigations into company affairs,
examine the company books, and hire experts to assist in this work (Article
149); submit a comprehensive report to the ordinary general meeting (Article 150) each year; and report to the general meetings on any miscarriage
or fault on the part of the directors or the managing director (Article 15 1).
Inspectors are made liable to the company and third parties for losses
resulting from "violations" of their duties (Article 154).
International Lawyer, Vol. 4, No. 5
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Penal Provisions
The most dramatic change in the new law is the addition of a comprehensive scheme of penalties. The new penal provisions are dramatic,
not only because they are comprehensive in coverage, but also because
they provide for imprisonment and monetary fines in many cases without
regard to whether the "offense" was accompanied by criminal intent. The
mere failure on the part of directors, inspectors, the managing director or
others to observe the requirements of the new law may subject them to
penalties up to three years in prison and a fine of Rials 500,000 ($6,800).
While the old law contained only four specific penal provisions (see
Articles 89-92 of the Commerical Code of 1932) the new law contains
twenty-six separate articles setting forth acts and omissions and the punishments applicable to each. Since only five of these provisions are limited in
their applicability to the public company (see Articles 248-252), the managers and officers of private companies must be concerned with these
provisions as well, and it would appear advisable for any company formed
under the new law to retain a corporate secretary or some other person to
make certain that there has been compliance with all of the requirements.
Books and Accounts
Under the old law, companies were required to keep the journal, ledger,
inventory and copy book required of merchants (see Articles 6- 15 of the
Commercial Code of 1932), and this requirement continues to be applicable. In addition, the new law, together with several provisions of the new
tax law enacted in 1967 (see Articles 58, 81, 161, 163, 170 of the Direct
Taxation Act of Esfand 1345), provides for the annual reporting of the
financial condition of the company along the lines of United States corporations whose securities are listed on the stock exchanges or registered
under the federal security laws.
The board of directors of both public and private companies must now
prepare annual financial statements consisting of:
a an inventory of the assets and liabilities as at the last day of the fiscal
year;
b a balance sheet;
c operating account;
d profit and loss account; and
e a report reflecting the activities and general condition of the company during the year.
The above documents must be made available to the company inInternational Lawyer, Vol. 4, No. 5
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spectors no later than twenty days before the ordinary general meeting
(Article 232), and there is a requirement for consistency from year to year
in the method of preparing the operating account, profit and loss account,
and balance sheet (Article 233). In addition, rules are prescribed to assure
that the true financial condition of the company is reflected, and these
cover such items as depreciation of assets (Article 234), liabilities guaranteed by the company (Article 235), amortization of organizational and
other expenses (Article 236), and the setting aside of a legal reserve
(Articles 140 and 238). There are also definitions of "net profit" (Article
237) and "distributable profits" (Article 239), and authority for carrying
forward losses or profits from preceding years (Article 239). When the
annual reports have been prepared by the board of directors, they must be
submitted for approval to the ordinary general meeting and, as indicated
earlier, the shareholders are then to decide at that meeting whether a
dividend is to be declared (Article 240).
There is an important final requirement applicable to public companies,
but not to private companies. The annual financial reports of public companies must be reviewed and certified by one of the official accountants
approved by the Ministry of Finance under the Direct Taxation Act of
Esfand 1345.
Conversion from Private to Public Companies
The new law authorizes, and provides a procedure for, the conversion of
private companies to public companies, but only after the company has
been in existence for not less than two years and at least two annual
balance sheets have been approved at ordinary general meetings (Article
278). Although the paperwork requirements for conversion appear formidable, the actual procedure is fairly simple. An extraordinary general
meeting must be held, and a resolution adopted, authorizing the conversion
(Article 278). The Articles of Association must then be amended to conform to the requirements applicable to public companies (Article 278), and
if the capitalization is less than that required for public companies, it must
be increased to the minimum required (Article 278). Within one month
following the extraordinary general meeting, a set of documents must be
submitted to the registration authority (Article 279) who must then review
the documents, register the conversion, and publish a notice in two newspapers (Articles 280 and 281). When an increase in capital is involved, it is
mandatory that the new shares be offered to the public (Articles 282 and
283), and all the procedural requirements for public offerings must be
complied with (Articles 173, 182, 185, 282).
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Conclusion
Whether the amendments will prove effective in encouraging more private investment in Iran will have to await the test of time. A first reading of
the new law, however, suggests two areas in which the drafters' efforts may
backfire. The first is the formidable procedural requirements which could
prove too burdensome in a country where bureaucracy is already a recognized problem. The second is the chapter on penalties applicable to managers of corporate enterprises. Since these are dramatic, both in the severity of the punishments and in the fact that they appear to cover innocent
omissions as well as willful violations, they may discourage able men from
accepting management positions in joint stock companies. One likely salutary result of these two factors is that Iranian lawyers will be called upon
to participate in the managing of companies to a greater degree than they
have in the past.
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